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NEWS RELEASE

FOR RELEASE

Hunzelman, Putzier & Co.. PLC today released an audit report on the City of Cleghormn,
lowa.

The City has implemented new reporting standards for the year ended June 30, 2004, with
significant changes in content and structure of the financial statements, The new financial
statements now mehide a Statement of Activities and Net Assets which provides information
about the activities of the City as a whole.

Hunzelman, Putzier & Co., PLC reported that the City of Cleghorm's receipts totaled
$135.877 for the year ended June 30, 2004, The receipts included $34 452 m property tax,
$36,553 from charges for service, $20,822 from operating grants, contributions, and resimcted
interest, $17.459 from local option sales tax, $22,525 from tax increment financing collections,
and $4.0606 from other general receipts.

Disbursements for the year totaled $137,737, and included $53,203 Tor public works,
$26,064 for general government, and $16,478 for debt service. Also, dishbursements for business
type activilies totaled $22,596.

This report contains recommendations to the City Council and thes ndicated responses 10
the recommendatons.

A copy of the audit repert is available for review in the office of the Auditor of State and the
City Clerk's office.
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Independent Auditor's Report

To the Honorable Mayor and
Members of the City Council
Cleghorn, lowa

We have audited the accompanying {inancial statements of the governmental activities, the business type
activities, each major fund and the aggregate remaining fund information of Ciry of Cleghorn, lowa, as of and for
the year ended June 30, 2004, which collectively comprise the City’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the City’s management. Our responsibility s
to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally aceepted auditing standards, Chapter 11 of the
Code of lowa, and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards and provisions require that we plan and perform
the audit to obiain reasonable assurance about whether the financial statements are free of material misstaternent.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit provides
a reasonable basis for our opinions.

As deseribed in Note 1, these financial statements were prepared on the hasis of cash receipts and
disbursements, which is a comprehensive basis of accounting other than U.S. generally accepted accounting
principles. Also, as permitted by the Code of lowa, the accounting records of the City have not been audited for
all prior years. Accordingly, we were upable to satisfy ourselves as to the distribution by fund of the total fund

balance at July 1, 2003.

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been able to verify the distribution by fusd of the total fund balance at July 1, 2003, as discussed
in the preceding paragraph, the financial statements referred to above present fairly, in all material respects, the
respective cash basis financial position of the governmental activities, the business type activities, cach major
fund, and the aggregate remaining fund information for the City of Cleghorn, as of June 30, 2004, and the
respective: changes in cash basis financial position for the year then ended in conformity with the basis of
accounting described in Note 1.

As deseribed in Note 9, during the year ended June 30, 2004, the City adopted Governmental Accounting
Siandards Board Statement No. 34, Basic Financial Statements - and Management's Discussion and Analysis - for
State and Local Governments; Statement No, 37, Basic Financial Statements - and Mapagement's Discussion and
Analysis - for State and Local Governments: Omnibus; Statement No. 38, Certain Financial Statement Note

In accordance with Government Auditing Standards, we have also issued our report dated July 28, 2005 on
our consideration of City of Cleghorn's internal control over financial reporting and our tests of 118 compliance
with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with this report
n considering the results of oyr andit.




Budgetary comparison information on pages 15 and 16 is not a required part of the basic financial statements,
but is supplementary information required by the Governmental Accounting Standards Board. We applied limited
procedires, which consisied principally of inquiries of management regarding the methods of measurement and
presentation of the supplementary information. We did not andit the information and express no opinion on it.

City of Cleghorn, Jowa, has not presented Management's Discussion and Analysis that accounting principles
generally accepted in the United States has determined is necessary to supplement, although not required to be part
of, the basic financial statemenis,

Our audit was performed for the purpose of forming opinions on the financial statements that collectively
comprise the City of Cleghom's basic financial statements. Other supplementary information included in
Schedules T through 3 is presented for purposes of additional analysis and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in our audit of the
basic financial statements and, in our opinion, except for the effects of such adjustments, if any, as might have
been determined to be necessary had we been able to verify the distribution by fund of the total fund balance at
July 1,2003, as discussed in the third paragraph, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole,

ff i
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Functions/Programs:
Governmenial Agtivities
Public safety
Public works
Culture and recreation
General government
DIebt service

Total povernmental act
Business type activities
Water
Sewer
Total business type activities

Total

(eneral Receiprs:
Property tax levied {or
General parposes
Tax increment financing collections
Local option sales tax
Unresineled inferest on mvestments
Bank franchise tax
Méscelianeous

ota] general receipts and tansfers

Change in cash basis net assets
Cash basis 1t assets beginniag of year

Cash basis net assets end of year

zsh Basis Net Assets
Hestnicied:
Stredts
Local option sales tax
Unrestricted
Total eash basis net assels

Program Receipis

Exhibit A

Met {Disbursements) Receipis and

Changes in Cash Basis Net Assels

Uperating
Grants,
Contribanions, Business
Charges for  and Restricied Governmental Tvpe
Dishursements Service Inigrest Activilics Activities Tofal

5 ot % - 5 - 3 HREE . - 3 £3.0003
53,203 {436 20,822 {21,925} - (21,925)

16,396 - - {16,396} - {16,396}

26,0064 - - {26,064} - (26,004)

16,478 - - {16,478} - {16.478)

115,141 13,456 20,822 {8386y - (83,863
16,449 16,057 - - {382} (3923

5,147 16,040 - - 31gex 2,803

22,596 26,097 - - 350 2501
3 137737 8§ 36553 % 20.822 (83,563} 3,508 (80,362}
34,452 - 34452

23.52% - 22,528

17,459 - 17,454

1100 - 1.100

1482 - 1,152

i.8i4 - 1,814

78,502 - 78,502
{3361} 561 {1 8460}

130,025 1,545 181,570

5 124604 % $ 37710

b3 40948 & - 3 40,948

TAO38 - 74038

9878 35,046 64,724

3 124664 0§ 55046 % 179710

&

See notes 1o Hnancial statements.




CITY. QF CLEGHORN
STATEMENT OF CASH RECEIPTS, DISBURSEMENTS
AND CHANGES IN CASH BALANCES
GOVERNMENTAL FUNDS Exhibit B
AS OF AND FOR THE YEAR ENDED JUNE 30, 2004

Special Revenue

Focal
Option
Road Use Sales -
General Yax Tax Total
Receipts:
Property tax § 33267 & - & - & 33267
Tax increment financing coflections 22,525 - - 22,525
Other city tax 1,183 - 17,459 18,644
License and perniis 85 - - 85
Use of money and property 1,160 - - 1,100
Intergovernmental 1,152 20,822 - 21,974
Charges for service 10,371 - - 10,371
Miscellaneous 1,814 ~ - 1.814
Total receipts 71,499 20,822 17,459 109,780
Disbursements:
Operating:
Public safely 3,000 - " 3,000
Public works 31,970 21,233 - 53,203
Culture and recreation 16,396 - - 16,396
General government 26,064 - . 26,064
Debt service 16,478 - - 16,478
Total dishursements © Q3908 21,233 - 115,141
Net change in cash balances {22,409) 41 17,459 {3,361)
Cash balances beginning of year 32,087 41,339 56,379 130,025
Cash balances end of year $  967% % 40948 § 74038 § 1240664
Cash Basis Fund Balances
Unreserved:
General fund 5 9678 § - 5 - & 9,678
Special revenue funds - 40,948 T4,G38 114,96
Total cash basis fund balances $ 9678 % 40948 8§ 74038 § 124664

See notes to financial statements.
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CITY OF CLEGHORN
STATEMENT OF CASH RECEIPTS, DISBURSEMENLS
AND CHANGES IN CASH BALANCES
PROPRIETARY FUNDS Exhibit C
AS OF AND FOR THE YEAR ENDED JUNE 30, 2004

Exnterprise Funds

Water Sewer Total
Operating Receipts:

Charges for service $ 15620 § 10,040 & 250060
Miscellaneous 437 - 437
Total operating receipts 16,057 10,040 26,097
Operating Disbursements:
Business type activities 16,449 6,147 22,596
Total operating disbursements 16,449 6,147 212,396
Net change in cash balances (3923 3,893 3,501
Cash balances beginning of vear 11,525 40,020 51.845
Cash balances end of year $ 11,133 ¢ 43913 § 55046
Cash Basis Fund Balances
Unreserved 11,133 43913 55,046
Total cash basis fund balances $ 11,133 % 43913 % 35046

See notes (o fnancial statements.
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CITY OF CLEGHORN
NOTES TO FINANCIAL STATEMI
JUNE 30, 2004

SUMVIMARY OF SIGNIFICANT ACCOUNTING POLICIES

City of Cleghom is a political subdivision of the State of lowa located in Cherokee County. Tt was first
incorporated in 1890 and operates under the Home Rude provisions ol the Constitution of Towa, The City
operates under the Mayor-Council forms of government with the Mayor and Councit Members elected on a
non-partisan basis. The City provides numerous services to citizens including public satety, public works,
culture and recreation, cornmunity and economic development, general government services, and business
type aclivitios.

A

B.

Reporting Entity

For financial reporting purposes, City of Cleghorn has included al! funds, organizations. agencies,
boards, commissions, and authorities. The City has also considered all potential component units for
which it is financially accountable, and other organizations for which the nature and significance of
their relationship with the City are such that exclusion would cause the City's financial statements to be
misleading or incomplete. The Governmental Accounting Stendards Board has set forth eriteria to be
considered in determining financial accountability. These criteria inchude appointing a voting majority
of an organization's governing body, and (1) the ability of the City to tmpose its will on that
organization, or (2} the potential for the organization to provide specific benefits to, or unpose speci fle
(inancial burdens on, the City. The City has no component units which meet the Governmental
Accounting Standards Boavd criteria,

Jointly Governed Organizations -The City pariicipates in several jointly governed organizations

that provide goods or services to the citizenry of the City but do not meet the criferia of a joint venture
since there is no ongoing fnancial interest or responsibility by the participating govermments. City
officials are members of or appoint members to Cherokee County Assessor’s Conference Board,
Cherokee County E911 Board, and Cherokee County Solid Waste Commission.

Basis of Presentation

Crovernment-wide Financial Stafements - The Statement of Activities and Net Assets reports
information on all of the nonfiduciary activities of the City. For the most part, the etiect of
interfund activity has been removed from this statement, Governmental activibes, which are
supported by tax and mtergovernimental revenues, are reported separately from business type
activities, which rely to a significant extent on fees and charges for services.

The Staterent of Activities and Net Assets presents the City's nonfiduciary net assets, Net assels
are reported in two categories:

Restricted net assets vesult when constraints placed on net asset use are either externally timposed
or imposed by law through constitutional provisions or enabling legislation.

Unrestricred net assets consist of net assets that do not meet the definition of the preceding

category. Unrestricted net assets often have constraints on resources mmposed by management,
which can be removed or modified.

9



CITY OF CLEGHORN
NOTES 1O FINANCIAL STATEMENTS
TUNE 30, 2004

SUMMARY OF SIGNITICANT ACCOUNTING POLICIES - (Continued)

B. Basis of Presentation ~ (Continued)

The Statement of Activities and Net Assets demonstrates the degree to which the direct dishursements
of a given function are offset by program receipts. Direct disbursements are those clearly identifiable
with a specific function, Program receipts include (1) charges to customers or applicants who purchase,
use, or directly benefit from goods, services, or privileges provided by a given fusction and {2} grants,
contributions, and interest on investments restricted to meeting the operational or capital requircients
of a particular function. Property tax and other iteras not properly included among program receipts are
reported instead as general receipts.

Fund Financial Statements - Separate financial staterents arve provided for governmental funds and
proprietary funds. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements, All remaining governmental funds are
aggregated and reported as non-major governmental funds.

The City reports the following major governmental funds!
The General Fund is the general operating fund of the City. All general tax receipts and other
receipts not allocated by law or contractual agresment to some other fund are accounted for in this
fund. From the fund are paid the general operating disbursements, the {ixed charges and the
capital improvement costs that are not paid from other funds,

Special Revenue:

The Road Use Tax Fund is used 1o account for road construction and maintenance.

The Local Option Sales Tax Fund is used to account {or community betterment projects financed
by those funds.

The City reports the following major proprietary funds:
The Water Fund accounts for the operation and maintenance of the City’s water system.

The Sewer Fund accounts for the operation and maintenance of the Chty’s waste water treatment
and sanilary sewer system,

C. Measurement Focus and Basis of Aceounting

The City of Cleghom maintains its financial records on the basis of cash receipts and disbursements
and the financial statements of the City are prepared on that basis, The cash basis of accouniing does
not give effect to accounts receivable, accounts payable, and accrued items. Accordingly. the financial
statements do not present financial posiiion and results of operations of the funds in accordance with
U.S. generally accepted accounting principles.

Proprietary funds distinguish operating receipts and disbursements from non-operating items.
Operating receipts and disbursements generally result {rom providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. All receipts and
disbursements not meeting this definition are reported as no-operating receipts and dishursements.

19



CITY QF CLEGHORN
NOTES 10O FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

D. Budeets and Budeetary Accounting

The budgetary comparison and related disclosures are reported as Required Supplementary
Information. During the year ended June 30, 2004, disbursements exceeded the amounts budgeted in
the public works and general government funciions,

CASH AND INVESTMENTS

The City's deposits in banks at Jupe 30, 2004 were entirely covered by Federal depository insurance or by
the State Sinking Fund in accordance with Chapter 12C of the Code of Jowa, This chapter nrovides for
additional assessments against the depositories to insure there will be no loss of public funds.

The City is authorized by statute to invest public funds in obligations of the United States government, its
agencies and instrumentalities; certificates of deposit or other evidences of deposit at federally insured
depository institutions approved by the City Council; prime eligible hankers acceptances; certain high rated
commercial paper; perfected repurchase agreements; certain registered open-end management investment
companies; certain joint investment trusts; and warrants or improvement certificates of a drainage district,

The City had no investments meeting the disclosure requirements of Governmental Auditing Standards
Board Statement Number 3.

NOTES PAYABLE

Annual debt service requirements to maturity for general obligation notes are as follows:

Year
Ending General Oblivation Notes
June 30, Principal Interest
2003 $11,750 $ 4,632
2006 12,500 BRSO
2007 13,250 3,310
2008 14,000 2,568
2006 14,750 1,770
2010 (15,500 914
Total $81.750 317,192



CITY OF CLEGHORN
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

PENSION AND RETIREMENT BENEFITS

The City contributes to the lowa Public Employees Retirement System (IPERS) which is a cost-sharing
multiple-employer defined benefit pension plan administered by the State of fTowa. IPERS provides
retirement and death benefits which are established by State statute to plan members and beneficiaries.
TPERS issues a publicly available financial report that inchudes financial statements and required
supplementary information. The report may be obiained by writing to [PERS, P.O. Box 9117, Des Moines,
lowa, 50306-9117.

Plan members are required 1o contribute 3.70% of their annual covered salary and the City is required to
contribute 5.75% of annual covered payroll, except for police employees, in which case the percentages are
5.93% and 8.90%, respectively. Contribution requirements are established by State statute. The City's
contribution to IPERS for the year ended June 30, 2004 was $10.840, equal to the required contributions for
the vear.

SOLID WASTE DISPOSAL AGREEMENT

The City entered into an agreement with the Cherokee County Solid Waste Commission, in accordance with
Chapter 28E of the Code of lowa, to provide for the disposal of solid waste from within the City. For the
year ended June 30, 2004, $6,358 was paid pursuant to the agreement.

State and federal laws and regulations require the Commission to place a final cover on its landfill site when
it stops accepting waste and fo perform certain maintenance and monitoring functions at the site for thirty
vears after ¢losure. The total costs to the Commission bave been estimated at $1.,094,195 as of June 30,
2004, and the portion of the liability that has been recognized is $915,891. The Commission has begun to
accumulate resources 1o fund the closure costs, and at Tune 30, 2004 deposits of $180,158 are held for these
Purposes.

Since the estimated closure and postclosure care costs are not fully funded, the Commission is required to
demonstrate financial assurance of the unfanded costs. The Commission has adopted the dedicated fund
mechanism. The Commission obtained a local government guaranty from Cherokee County on June 10,
1097 for the purpose of tinancing the postclosure costs of the landfill.

SERVICE AGREEMENTS

The City has an agreement with Sanitation Services for refuse collection and hauling of solid waste and
recyclable materials, Payments under this agreement were $5,456 for the year ended June 30, 2004,

RISK MANAGEMENT

City of Cleghorn is exposed to various risks of loss related to torts; theft, damage to and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. These risks are covered by the
purchase of commercial insurance. The City assumes liability for any deductibles and claims in excess of
coverage limitations. Settled claims from these risks have not exceeded commercial insurance coverage in
any of the past three fiscal years.



CITY OF CLEGHORN
NOTES 1O FINANCIAL STATEMENTS
JUNE 30, 2004

ACCOUNTING CHANGE AND RESTATEMENTS

Governmental Accounting Standards Board Statement No. 34, Basic Financial Staterents - and
Management's Discussion and Analysis - for State and Local Governments; Statement No. 37, Basic
Financial Statements - and Management’s Discussion and Analysis - for State and Local CGovernments:
Ommnibus; Statement No. 3%, Certain Financial Statememnt Note Disclosures. and Statement No. 41,
Budgetary Comparison Schedule - Perspective Differences, were implemented for the vear ended Jane 30,
27004, The statements create new basic financial statements for reporting the City’s financial activities. The
financial stalements now include a government-wide financial statement and fund fnancial statements
which present information for individual major funds ratber than by fund type.
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CITY OF CLEGHORN

BUDGETARY. COMPARISON SCHERULE OF RECEIRTS, DISBURSEMENTS,

AND CHANGES IN BALANCES -

BUDGET AND ACTUAL ({CASH BASIS) - ALL GOVERNMENTAL

FUNDS AND PROPRIETARY FUNDS

REQUIRED SUPPLEMENTARY INFORMATION

YEAR ENDED JUNE 30, 2004

Receipts:
Property tax
Tax increment financing collections
Other city tax
License and permifs
Use of money and property
Intergovernmental
Charges for service
Miscellaneous

Total receipts

Dighursements:
Public safety
Public works
Culture and recreation
Community and economic development
General government
Debi service
Business type activities

Total dishursements

Excess (deficiency) of receipts
over disbursements

Balances, beginning of year

Batances, end of year

See accompanying independent auditor's report.

Budgeted Final

Governmental  Proprietary Armounts o

Funds Funds Criginal and Net
Actual Actuat Net Final Variance
33267 % - $ 33267 % 31,018 & 2249
22,525 22,523 25250 {2,725}
18,644 - 18.644 15,153 3,491
85 - 85 200 {115)
1,180 - 1,100 5,950 (4,850}
21,974 - 21,974 21,000 974
13,371 25,660 36,031 42.250 (6,219
1,814 437 2,251 2.750 {459}
109,780 26,007 135877 143,571 (7.694)
3,000 - 3,000 3,300 300
53,203 53,203 21,000 (32,203)
16,396 - 16,396 18.575 2,179
- - - 1,504 1.500
26,0064 - 26,064 19,508 (6,156)

16,478 - 16,478 16,478 -
- 22,596 22,596 65,250 42,654
115,141 22,396 137737 146,011 8,274
(5.361) 3,501 (1,360) (2,440} 580G
130,025 51,545 181,570 154,074 27,496
124,664 § 55046 $179710 & 151,634 % 28076

15



CITY OF CLEGHORN
NOTES 10O REQUIRED SUPPLEMENTARY
INFORMATION - BUDGETARY REPORTING

in accordance with the Code of Towa, the City Council annualty adopts a budget on the cash basis following
required public notice and hearing for all funds. The annual budget may be amended during the year
utilizing similar statutorily preseribed procedures.

Formal and legal budgetary control is based upon ten major classes of disbursements knowi as functions,
not by fund or fund type. These ten functions are: public safety, public works, health and sectal services,
culture and recreation, community and economic development, general government, debt service, capital
projects, business type activities, and non-program. Function disbursements required to be budgeted
include disbursements for the General Fund, Special Revenue Funds, Debt Service Fund, and Proprietary
Funds. Although the budget document presents function disbursements by fund, the legal level of controd is
at the aggregated lunction level, not by fund. During the year ended June 30, 2004 the budget was not
amended.

During the year ended June 30, 2004, dishursements exceeded the amounts budgeted in the public works
and general government functions.

16



OTHER SUPPLEMENTARY INFORMATION
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CIEY OF CLEGHORN
SMENTS OF INDERTEINESS Schedule 1
VI};}' 8 EAEJET} it ’\ri ‘{g‘g ‘_r’jﬁ_é

Amount  Balance issued  Redeemed Balance Interest
Dateof Interest Originally Begmmng  During During End Inferest  Dueand
{General obligation notes:
Sreet improvement lay 7, 1996 5.30%-53.90% S130000 3 93000 % - $ 11230 $81,750 % 5228 0§80 -

See accompanying independent auditor's report.
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CITY OF CLEGHORN
BOND AND NOTE MATURFTIES Schedule 2
YEAR ENDED JUNE 30, 2004

General Obligation Notes
Street Improvement
Issued May 7, 1996

Year
Iinding  Interest
June 3D, Ratgs Amount

2003 5.40% § 11,750
2006 5.50 12,500
2007 5.60 13,250
2008 5.70 14,000
2009 5.80 14,750
2010 590 15,500

See accompanying independent auditor’s report.
1%



CITY OF CLEGHORN
SCHEDULE OF RECEIPTS BY SOURCE AND
DISBURSEMENTS BY FUNCTION Schedule 3
ALL GOVERNMENTAL FUNDS

2004
Receipts:
Propery tax $ 33267
Tax increment financing cellections 22,525
Other city tax 18,644
License and permiits 85
Use of money and property 1,100
Intergovernmental 21,574
Charges for service 10,371
Miscellanecuas I L
Total $ 109780
Disbursements:
Operating:
Public safety 5 3,000
Public worls 53,203
Culture and recreation 16,396
General government 26,064
Debt service 16478
Total $ 115141

See accompanying independent auditor's report.
20
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Indenendent Auditor's Report on Complianece
and on Internal Control over Financial Reporting

To the Honorable Mayor and
Members of the City Counctl
Cleghom, lows

We have andited the financial statements of City of Cleghorn, fowa, as of and for the year ended
June 30, 2004, and have issued our report therson dated fuly 28, 2005, Our report on the financial statements,
which were prepared in conformity with an other comprehensive basis of accounting, expressed 2 qualified
opinion since we were unable to satisfy ourselves as to the distribution by fund of the total fund balance at July 1,
2003, Except as noted in the Independent Auditor’s Report, we conducted our audit in accordance with U.S.
generally accepted auditing standards, Chapter 11 of the Code of Iowa, and the standards applicalde to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United States,

As part of obtaining reasonable assurance about whether City of Cleghom’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, and
comtracts, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of
our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncomphance that are required to be reported under Government Auditing Standards. However, we noted
certain immaterial insiances of noncompliance that are described in Part I of the accompanying Schedule of
Findings.

Comments involving statutory and other legal matters about the Ciiy’s operations for the year ended
June 30, 2004 are based exclusively on knowledge obtained from procedures performed during our audit of the
financial staternents of the City. Since our audit was based on tests and samples, not all transactions that might
have had an impact on the comments were necessarity audited. The comments involving statutory and other legal
matters are not intended to constitute legal interpretations of those statutes.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered City of Cleghorn’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. However, we noted
certain matters involving the internal contro! over financial reporting and its operation that we consider to be
reportable conditions. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over financial reporting that, in our judgment, could
adversely affect City of Cleghom’s ability to record, process, summarize, and report financial data consistent with
the assertions of management in the financial statements. Reportable conditions are described in Part of the
accompanying Schedule of Findings.
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A material weakness is a condition in which the design or operation of one or more of the internal control
compenents does not reduce to a relatively low level the risk that misstatements in amounts that would be
material in relation to the financial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions. Gur consideration of the internal
control over financial reporting would not necessarily disclose all matters in internal control that nyight be
reportable conditions and, accordingly, would not necessarily disclose ali reportable conditions that are also
considered 1o be material weaknesses. However, we believe the reportable conditions described above are
material weaknesses.

This report, a public record by law, is intended solely for the information and use of the officials, employees,
and citizens of City of Cleghorn, and other parties to whom City of Cleghom may report. This report is not
intended to be and should not be used by anyone other than these specified partics.

We would like to acknowledge the many courtesies and assistance extended to us by personnel of City of
Cleghorn during the course of our audit.

Should you have any questions concerning any of the above matters, we shall be pleased to discuss them
with you at your convenience.
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CITY OF CLEGHORN
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2004

Part I Findings Related to the Froancial Staterments:

INSTANCES OF NONCOMPLIANCE:

Ne malters were noted,

REPORTABLE CONDITIONS

[-A-(4

1-B-04

Segregation of Duties - One important aspect of internal control is the segregation of duties
among employees to prevent an individual employee from handling duties which are
incompatible. We noted that bank deposits, opening mail, recording receipts and disbursements,
checks and payroli preparation, and bank reconciliation are all handled by one individual.

Recommendation - We realize that with a limited number of office employees, segregation of
duties is difficult. However, the City should review its control procedures to obtain the
maximum mternal control possible under the circumstances,

Response - We will have the Treasurer review all checks written monthly to determine that the
wages paid, the tax deposils, and all other checks are reasonable and proper.

Conclusion - While the above procedures do improve the segregation of duties there may still be
occasions when an ideal segregation cannot be obtained because of the mited number of
employees. The board should continue to be involved in reviewing documentation and reports.

Electronic Data Processing Svstems - During our review of internal control, the existing

control activities in the City’s computer based systems were evaluated in order to determine that
activities, from a control standpoint, were designed to provide reasonable assurance

regarding the achievement of objectives in the reliability of financial reporting, effectiveness
and efficiency of operations, and comphance with applicable laws and regulations. The
following weaknesses in the City’s computer based systerms were noted:

The City does not have written policies for:
- Fnsuring that only software heensed to the City is installed on computers.
Personal use of computer equipment and software.
Also, the City does not have a disaster recovery plan.
Recommendation - The City should develop written policies addressing the above items in order

to improve the City’s control over computer based systems and a writien disaster recovery
program should be written.

Response - We are currently reviewing what policy needs 10 be implemented in regards to our
software, internet, and persomal usage of computers,

Conclusion - Response accepled.

23



CITY OF CLEGHORN
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2004

Part I: Findings Related to the Finaneial Statements: (Continued)

REPORTABLE CONDITIONS: (Continued)

-4 Cancellation of Invoices - We noted that invoices were not marked paid to help prevent duphicate
payment.

Recommendation - All invoices should be property canceled to prevent resuse.

Response - We will cancel all future invoices.

nelusion - Response accepted.

1-D-04  Reconciliation of Ulility Billings, Coltections, and Delinquencies - Utility billings, collections,
and delinguent accounts were not reconciled throughout the year,

Recommendation - Procedures should be established to reconcile utility billings, collection, and
delinquencies tor each billing period. The Councit or a Council-designated independent person
should review the reconciliations and monitor delimquencies.

Response - A new billing program will be installed in January, 2006 which witl assistus in
reconciling these accounts.

Conclusion - Response accepted.

1.F-04  Fire Department Funds - The Fire Department currently maintains separate bank accounts which
are not included in the City's financial records. This is not a separate non-profit corporation, but
is a department of the City, Chapter 384.20 of the lowa Code states in part, “A vity shall keep
accounts which show an accurate and detmled statement of all public fonds collected, received, or
expended for any city purpose, by any officer, employee or other person, and which show the
receipt, use, and disposttion of all ¢ity property. Public moneys may not be expended or
encumbered except under an annual or continuing appropriation.” Alse, the City 15 currently
remitting $750 per quarter to the Fire Department with no supporting docurnentation that the funds
were expended Tor a proper public purpose.

Recommendation - These funds should be included in the City’s financial records and any
dishursements should be budgeted and property supported by adequate documentation of public
purpose.

Response - We are reviewing this situation. All future quarterly payments to the Fire Department
will only be applied to actual invoices.

Conclusion - Response accepted.
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CITY OF CLEGHORN
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2004

Pari [0 Other Findings Related to Statutory Reporting:

[1-A-04

11-B-04

H-AC-04

11-D-04

1-E-04

H-F-A04

1G4

Official Depositories - A resolution naming official depositories and the maximum deposit
amounts has not been adopted by the City as required by Chapter 12C.2 of the Code of Towa.

Recommendation - The City should approve a resohution naming each depository and the
maximum amoeunt which may be kept on deposit.

Response - We will approve a resolution of depository.
Conclusion - Response accepted.

Certified Budget - Dishursements during the year ended June 30, 2004 exceeded the amounts
budgeted in the public works and general government functions. Chapter 384.20 of the Code of
Towa states inl part that public monies may not be expended or encumbered except under an annual
or contnuing appropriation.

Recommendation - The budget should have been amended i sufficient amounts mn accordance
with Chapter 384.18 of the Code of Iowa before disbursements were allowed to exceed the budget.

Response - We will monitor this more closely in the future,

Conelusion - Response accepted.

Quesiionable Disbursements - We noted no disbursements that may not meet the requirements of
: ¥ no i
public purpose as defined in an Attorney General’s opinion dated April 25, 1979

Expense - No disbursements of City money for travel expenses of spouses of Uity
officials or employees were noted.

Business Transactions - There were no business transactions between the City and City officials or
employees.

Bond Coverage - Surety bond coverage of City officials and employees is in accordance with
statutory provisions. The amount of coverage should be reviewed annually to msure that the
coverage is adequate for current operations.

Council Minutes - No transactions were found that we believe should have been approved in the
Council minutes but were not. However, the City did not publish anmual gross salaries as required
by an Attorney General’s opinton dated April 12, 1978 Also, the minutes were not published
within 15 days of the meetings as required by the Code of Towa.

should be published within 15 days of the meetings.



CITY OF CLEGHORN
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2004

Part I Other Findings Related to Statutory Reporting: (Continued)

I-G-04

JI-E1-04

H-1-04

11-3-04

Council Minutes - (Continued)

Response - We will begin publishing the gross salaries and will ensure that the minutes are
published within 15 days of the meetings.

Conclusion - Response accepted.

Deposits and Jnvestiments - The City does not have an investment policy as requived by Chapter
128,108 of the Code of {owa.

Recommendation - The City should adopt an investment policy which authorizes the types of
investments the City may hold.

Response - We will adopt an investment policy.
Conclusion - Response accepted.

Fxcess Balances - The foltowing funds have balances at June 30, 2004 in excess of one year’s
expenditures:

Special Revenue - Road Use
- Local Option Sales Tax

Recommendation - While 1t appears that these funds may have an excessive balance, this can
usually be justified if the City has a specific plan for future expenditures. The City should
consider the necessity of maintaining these substantial balances and, where financially feasible,
consider reducing the balances in an orderly manmer through revenue reductions.

Response - We do plan to uge these excess funds for fulure projects.
Conclusion - Response accepted.
Form 1099 - The Internal Revenue Service requires that Form 1099 be prepared when

disbursements for services to a non-corporate entity exceed $600 1n a calendar year. The City
is currently not 1ssuing any 1099°s,

Recommendation - The City should monitor yearly disbursements by vendor and issue a Form
1099 1if requirved.

Response - We will issue Form 1099 when required.
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CITY OF CLEGHORN
SCHEDULE OF FINDINGS

YEAR ENDED JUNE 30, 2004

Part II: Other Findings Related to Statusory Reporting: (Continued)

11 -0

[1-1.-6

11-M-04

for TIF receipts and disbursements. Also, the City’s long term debt payments were made from the
General fund instead of the Debt Service fund.

Recommendation - The City should establish TIF and Debt Service funds and sufficient ransfers
should be made from the TIF to the Diebt Service fund. Long term debt payments should then he
made from the Debt Service tfund,

Response - We will establish these funds and make the required fransfers from the Til fund to the
Diebt Service fund.

Conclusion - Response accepted.
Water Eguipment Expense - We noted a disbursement of $12.045 for water control system

expenses which was paid from the General fund. This disbursement should have been made from
the Water fund or possibly the Local Option Sales Tax fund.

Recommendation - Funds should be transferred from the Water fund or Local Option Sales Tax
fund to the General fund to reimburse this disbursement.

Response - We have transferred $12,045 from the Local Option Sales Tax fund.

Annual Financial Report - It appears that the annual financial report required to be filed with the
state auditor was not submitted as required for the vear ended June 36, 2004,

Recommendation - The anmual financial report should be prepared as soon as possible and
submitted to the state audiior,

Response - The annual financial report has been prepared and filed.

Conclusion - Response accepted.
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